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 ABSTRACT 
 
The study is focused on investigating the impact of alternative credit financing to the Small 
and Medium Enterprises (SMEs). The accessibility to funds and the cost of raising them have 
remained the limiting issue in capitalization requirements leading to premature collapse of the 
enterprises soon after they were established. The Small and Medium Enterprises (SMEs) are 
not exceptions to this and their performance heavily depend on financing externally. The 
SMEs depend internally on family sources of capital and are relatively small. Members with 
common bond come together and join hands to form quasi-bank institution – (one of the basic 
principle of cooperative savings and credit movement world over is the belief in cooperation 
and mutual self-help group for the uplifting the members standard of living through savings 
mobilization. Finance mobilized through savings and credit societies, help members to build 
up the capital they use through local arrangements to finance their own social and economic 
developments. Savings and credit cooperatives societies (SACCOs) accept monthly payments 
for shares from which members borrow amount equivalent to their savings and co-guarantee 
each other. High cost of borrowing for SMEs keeps them away from banks which inhibit 
further growth and performance. The Kenya Government has tried to arrest these constraints 
by establishing the Sacco Societies Regulatory Authority (SASRA) to oversee SMEs through 
 Saving and credit societies have accessible credit facilities more easily through the 
establishment of FOSA (front office services agencies) in SACCOs. Loans are now available 
through savings and group credit facilities where members co-guarantee each other. The 
SASRA have improved the SACCO management and information availability to their clients. 
The SMEs have benefitted from SACCOs in a number of ways such as investment, asset 
financing, working capital and savings mobilization and their performance may have greatly 
improved. 
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 INITIALS AND ACRONYMS 
 
ICA:  The International Cooperative Alliance was established in 1895 and brings 
together over 230 affiliated bodies from more than a hundred countries. In 
total ICA represents an estimated 760 million cooperative members worldwide 
 
WOCCU:  The World Council of Credit Unions, established in 1970 with a membership 
from credit unions and co-operative financial institutions in 100 countries 
which have over 196 million members. 
 
SASRA: SACCO society regulatory authority established under Cap 490B ACT (Laws 
of Kenya) and mandated to licence Sacco societies to carry out deposit taking 
business, regulate and supervise deposit taking, manage deposit guarantee 
fund and advise the Minister of finance on national policy on deposit taking 
Saccos in Kenya  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ix 
 OPERATIONAL DEFINITION OF SIGNIFICANT TERMS 
SACCO 
Savings and credit co-operatives are societies principally formed to meet people’s mutual 
needs based on the idea that together a group of people can achieve more as a group and 
individually. 
 
FOSA 
 Front office services agency. A service provided by Sacco that    enabled its members to 
deposit and withdraw cash from or into their accounts just like a bank account. 
 
ENTERPRISE   
Refers to the establishment or a type of small business often registered, require small capital 
to start and sustain for the case of SMEs.    
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 CHAPTER ONE 
1.0 INTRODUCTION 
This chapter would discuss the impact of alternative credit financing to SMEs and their 
performance in terms of growth/expansion, financial access and profitability. The alternative 
credit financing to SMEs would provide access to banking services where they would be 
provided with deposit facilities through savings and access to borrowing loans without going 
the bank legal requirements and prove of capacity to repay the loans. The study will embark 
on studying the following variables which comprise of performance of SMEs, working 
capital financing, asset financing, long-term investment and saving mobilization. 
 
1.1  BACKGROUND  
Financing has remained one of the key managerial problems to decision that keeps on 
confronting business enterprises in Kenya today. The accessibility to funds and the cost of 
raising them have remained the limiting issue in capitalization requirements leading to 
premature collapse of the enterprises soon after they were established. The small and medium 
enterprises (SMEs) are not exceptions to this and their performance heavily depend on 
financing, to which the credit accessibility to the banks citing the (SMEs) credit risk and 
performance. 
 
Small and medium enterprises performance is an essential factor both as a means of 
generating employment and as a means of encouraging socio- economic growth. Economic 
growth cannot be achieved without putting in place well focused and organized program to 
reduce poverty through empowering the people by increasing their access to factors of 
production especially credit facilities Adamu (2005).  Small and medium enterprises are 
predominant in private sector and generally managed by their owners either as sole 
proprietorship or partnership. They depend internally on family sources of capital and are 
relatively small in size. 
 
 Performance of cooperative societies 
 Performance of Saccos is determined by the management capability of taking deposits from 
the members and lending it to those who want to invest and to purchasing goods and services. 
The lending is done at an interest save enough for them to pay expected return to deposits and 
savings and make profits for their shareholders. Proper management of Saccos attract more 
people to join and save their money with them while the existing Sacco members increase 
their savings with the hope of financial guarantee for higher borrowing and investments. 
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 The members are guaranteed of higher financial access to the Sacco money. The regulatory 
body of SASRA (regulatory body enacted by the Kenya Government to manage societies) 
has guaranteed proper management of Saccos through direct supervision. Sacco management 
introduce various financial products that help their members to enjoy more financial access to 
meet their financial needs such as business development, investment, education, insurance 
and many more. Growth in Saccos is two dimension both to the Sacco and its members, the 
more the share savings the more the capital base improves. 
 
  Working capital financing  
Working capital financing requires a firm to look for extra cash to finance its working capital 
(cash flow), for better healthy cash position to finance short-term cash needs to satisfy 
customer orders, cash purchases, wage payment. The firm looks for extra cash through bank 
overdraft and short-term loans to meet demands on customer orders and payments for 
purchases and wages. Stocks levels must be maintained to avoid delays in supplying to 
customer orders businesses resort to working capital financing. 
 
 Asset financing  
 Asset financing is another variable to be studied, for a firm to qualify for asset financing 
from any financial institution it must have assets to offer as security/collateral to the loan. 
The firm can use account receivables, inventory, machinery and even building/warehouse as 
collateral on the loan. Proper bookkeeping in management are crucial for any business to 
qualify for asset financing. 
   
Long-term Investment financing 
 Long-term Investment financing is a variable to study where the Sacco members benefit 
from the facility. Long-term Investment financing involves the acquiring of asset at a price 
worth investing where it is expected to either generate income or appreciate in value. Land 
and property are the main long term investments preferred, this advice was given by Warren 
Buffet (Forbes Magazine, 2013) that a good investment strategy is long term and choosing 
the investment requires due diligence. Investors look for investments where the expected 
returns are higher for riskier investments. Managers are keen to make investment financing a 
success to benefit their members by acquiring and owning assets through the right investment 
portfolio. 
Savings mobilization 
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  Savings mobilization variable must be there to attract deposits from the public in order to 
lower the costs of funds since loan demand from members is very high. Hence solid 
marketing strategy must be put in place to counter stiff competition from the current market 
and become efficient in making the Sacco facilities accessible to members. Members are to 
benefit from easy access to loans and savings as a way improving their businesses and wealth 
creation. Saving mobilization can be done as compulsory, voluntary or as fixed deposit 
contribution, Savings mobilization strategies help Sacco to attract deposits from the public 
for a healthy capital base which means more loans to members. Saccos mainly depend on 
internal resources generation of finance asserts Stewart C. Myers (1994) that companies 
prioritize their sources of finance from internal sources to equity financing in his Pecking 
Order Theory.  
   
1.2 Cooperative Societies Movements 
 World Cooperative Society Movement 
Research by the World Watch Institute found that at least one billion people in 96 countries 
had become cooperative members. Cooperation goes back as far as human beings have been 
organized for mutual benefit to help one another socially to cope with challenges. Tribes 
were organized as cooperative structures, allocating jobs and resources among each other and 
only trading with external communities. Pre-industrial Europe is a home to the first 
cooperatives movement from an industrial context. 
 
Cooperative societies according to Dogarawa (2005) emerged as an option explored by 
majority of societies which were mostly low income group. Cooperative societies were 
principally formed to meet people’s mutual needs based on the premise that together a group 
of people can achieve more that some of them could not achieve alone. The UN-Habitat 
(2002) identified cooperatives as an important way of achieving improved standards of living 
and economic growth. Cooperative sector worldwide has dominated the backbone of all 
economic growth and seen as a bed of innovations and employment. The formation of 
International Cooperative Alliance (ICA) have been very supportive to these cooperative 
societies. The World Watch Institute found that in 2012 approximately one billion people in 
96 countries had become members of at least one cooperative society.  
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  Cooperative Societies movement in Africa 
Cooperatives in Africa started with the coming of colonial masters in the 1900 and with the 
formulation and enactment of cooperative legislation in 1935. The cooperatives have made a 
remarkable progress in community organized on a shareholders basis. They were formed by 
individual members of organizations voluntarily working in specific geographical areas for 
example cotton farming, dairy farming, sugarcane, cocoa, coffee and tea. The purpose of 
cooperatives is to help members to increase their yields and income by pooling their 
resources to support collective services provisions and economic empowerment. In Africa, 
many governments and NGOs have through the cooperatives extended training and other 
capacity building initiatives, better improved farming methods. Farmers are given literacy 
training on management and bookkeeping or compete with the rest of the world. 
Communities form cooperatives as a way to engage the unemployed youth to provide 
alternative employment for example in Kenya the transport industry is well established and 
provides well paid jobs for the youth. Through IFAD intervention the Niger Delta community 
was able to witness cohesion and reduced violence and lawlessness which had affected the 
youth. The had been empowered through self- employment and the area became self- 
sustaining in agriculture and food security  the cooperative movement spread to the rest of 
Africa and according to the World Council of Credit Union (WOCCU) established that the 
economically active population age range 15-65 years old. The largest markets in Africa by 
number of members as of Dec. 31
st
 2011 are in Kenya (4,183.220), Senegal (2.231.117), 
Ivory Coast (1,705,712) by WOCCU, (2012)    
Source: www.Ifad.org/..../Africa  
 
 Cooperative Societies Movement in Kenya 
The cooperative movement in Kenya may be traced to the pre-independence times in the 
period immediately after attaining independence in 1963. The cooperative movement has 
played important role in Kenyan economy in poverty alleviation, employment, food security 
ensuring a healthy nation. There are over 11200 registered cooperative societies with over 8 
million members and savings mobilization estimated over $2.5 million. These cooperatives 
have potential to deliver goods and services where the public and private sector have 
ventured. Cooperative societies are recognized by the Government as a major contributor to 
the economy and poverty alleviation as they are found in all sectors of the economy. It’s 
estimated that 63% of the 45 million Kenyans participate directly or indirectly in 
cooperatives based enterprises. The Government has over the years maintained an 
institutional policy framework to regulate, supervise and strengthen the movement. It had 
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 enacted The Cooperative Societies Act to oversee the development of cooperatives through 
the Ministry of Co-operatives Development and Marketing. An overview of Sacco statistics 
in Africa, Kenya has the largest number of Saccos and the rapid growth of this sector has 
necessitated the enactment of a special legislation known as The Sacco Societies Regulation 
Authority (SASRA) mandated to license Saccos to carry out deposit taking business, regulate 
and supervise deposit taking and to manage the Deposit Guarantee Fund for Sacco members. 
    
  The Savings and Credit Cooperatives Societies in Kenya 
Members with a common bond come together and join hands to form a quasi-bank 
institution.  One of the basic principles of cooperative savings and credit movement world 
over is the belief in cooperation and mutual self help group for the uplifting of members 
standard of living through savings mobilization. Finances mobilized through such savings 
and credit society, help members build up the capital they can use through local arrangements 
to finance their own social and economic development.  
In any community cooperation usually exists in the form of associations of people who come 
together as a group driven by problems to improve their social and economic needs to cope 
with their conditions of living. According to Odepo and Nyawida (2004) savings and credit 
cooperative societies (commonly referred to SACCOs) accept monthly payments for shares 
 from which the members may borrow amount equivalent to their savings and guarantee each 
other. 
 
1.3 STATEMENT OF THE PROBLEM 
Majority of financial institutions target SMEs with the explicit goal of empowering them. 
More and more financial institutions including cooperative societies are coming up with a 
view to making profits from lending to the SMEs who they believe are better and reliable 
borrowers. Studies have shown that SMEs provides a good market structure to the banks and 
they have even created units purposely to deal with the section which is highly profitable and 
served through a number of lending technologies and organizational setups. That is they are 
reached through banks own structures of micro-credit officers (Beck & et al 2008, 2010) yet 
institutional constraints remain and the market is far from saturation.  
 
Banks take money from savers and make it available to investors (including SMES) who 
want to borrow for investment and to purchasing goods and services and lend it at high 
interest save enough for them to pay the expected return to deposits and savings and make 
profits for their shareholders. High cost of borrowing for SMEs keeps them away from banks 
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 which inhibit further growth and performance. A study by World Bank in Sub-Saharan 
African showed that SMES are more financially constrained than in any other developing 
region including Kenya. 
 
The Kenya Government had established a policy to arrest these constraints by establishing 
the Sacco Societies Regulatory Authority (SASRA) to oversee that the SMES through 
savings and credit societies have accessible credit facilities more easily through the 
established FOSA facilities in SACCOs. Loans are now available through savings and group 
credit facilities where members co-guarantee each other. Other constraints to SMEs access to 
credit is lack of information and collateral since banks base their assessment criteria on sales 
volume and turnover to determine the loan to be given while taking advantage of specific 
government regulatory programs. The cost of credit to SMEs remains high due to a number 
of factors, including the limited use and sharing positive information about borrower 
incidence in the collateral registration of the cost of judicial process on defaulters. 
(Source: finances business 2014) 
 
The Sacco management as the  alternative credit facilities offered by SACCOs as credit 
providers have come to arrest the exploitation by the commercial banks that are only attracted 
to making supernormal profits from SMEs, who play a key role in economic development 
and recognized by policy makers like Ayagi, Beck and Demiquine—Kunt (2007). Other 
credit financial institutions regulated and supervised under SASRA have come to close this 
gap created by commercial banks that inhibits SMES performance, Ukristo Na Ufanisi is a 
good example and many others. The SASRA (Sacco Societies Regulatory Authority) was 
established in 2010 as a part of the legislative framework by the Government. 
 
Commercial banks have resulted to credit referencing bureaus (CRB) especially to gather 
information about the small and medium enterprises credit rating and share the same 
throughout the banking fraternity. This has been a very big hindrance to SMEs since once 
they encounter financial constraints if they fail to meet their obligations in good time; they 
are referred to the credit bureaus whereby it becomes impossible to access any other financial 
credit facility. The alternative credit accessibility being provided by the savings and credit 
societies have helped SMES to access banking services through the establishment of Front 
Office Services Arrangement (FOSA) which encourages SMES to save and borrow at the 
same time. Services being offered are similar to banking services and flexible to fit client’s 
needs. The performance of SMEs will be enhanced by the provision of financial products like 
6 
 asset financing business financing, investment financing and savings mobilization/shares 
buying this way encouraging savings and ownership of the society. 
 
1.4  STUDY OBJECTIVES 
The general objectives of the study will be to investigate the impact of alternative credit 
financing on small and medium enterprise (SME) performance 
 
Specific objectives will be as follows: 
a) To establish the effect of asset financing on SMEs performance. 
b) To determine the impact of working capital financing on SMEs performance. 
c) To determine the effect of short/long term investment financing on SMEs performance. 
d) To investigate the effect of saving mobilization on SMEs performance. 
 
1.5  RESEARCH QUESTIONS  
The research questions will be the following: 
a) How does alternative credit financing of working capital affect SMEs performance 
b) To what extent does alternative credit financing of Asset affect SMEs performance 
c) What is the impact of investment financing on SMEs performance  
d) What is the effect of saving mobilization on SMEs Performance? 
 
 1.6 THE SIGNIFICANCE OF THE STUDY 
The study will  benefit the government and the department of cooperatives in formulating 
policies concerning SACCOs as the alternative source of credit to the traditional bank loans 
and the cumbersome loan application process that have affected SMEs performance. Ukristo 
Na Ufanisi Sacco ltd will be able to identify effective information and discard the areas that 
are not relevant in the study. The SAACO members will benefit from the study by getting 
more information on the products being offered to them and the reason they should save more 
shares to strengthen their financial capital and SACCO ownership. This will strengthen their 
performance.  Other SACCOS in Kenya will be able to identify and implement effective 
expansion strategies in order to boost membership and penetration of financial services to 
SMEs to improve their performance. The main objective of SMEs was to provide self 
employment and improving family standard of living therefore access to cheaper alternative 
way of financing their enterprises will determine their success. 
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 1.7 THE SCOPE OF THE STUDY 
The scope of the study is Ukristo Na Ufanisi Sacco Ltd in Dagoretti. The main focus will be 
in the small and medium enterprise business community clients/members of the Sacco. 
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                                                    CHAPTER TWO 
                                 LITERATURE REVIEW 
2.0 INTRODUCTION  
This chapter reviews literature relating to alternative credit facilities to SMEs performance. 
First it covers the academic research theories that will help the management of SACCO to 
enhance credit facilities to SMEs and improve their performance. The second section covers 
the empirical studies, the conceptual framework and summary of the literature review. 
 
THEORETICAL LITERATURE REVIEW 
 Theories are formulated to explain, predict and understand phenomena and in many cases to 
challenge and extend existing knowledge within the limits of critical bounding assumptions. 
The unit of analysis can focus on theoretical concept or a whole theory or framework.  These 
theories are agency theory, stakeholder theory and pecking order theory. 
 
 Agency Theory 
Agency theory is a management and economic theory that attempts to explain relationships 
and self-interest in business organizations. It describes the relationships between principals 
/agents and delegation of control in which one party (principal) determines the work and the 
other party (agent) performs or makes decision on behalf of the principal(Schroeder et. al 
2011). According to Abdulla et al (2009), agency theory has been developed to identify 
problems of establishing incentive compact relationships and roles for different types of 
stakeholders. For instance workers look for improved wages and benefit packages, 
management seeks is ―proper remuneration‖, the sales force seeks incentives for its 
marketing performance and user-members of a cooperative seek superior returns on their 
products marketed, commensurate for their character of cooperative organizations to change 
or to be compromised in such situations, particularly in large complex organizations. If a 
traditional model of a principal/agent relationship is applied, then the group is the primary 
recipient fruits of the organizational effort. The theory narrows the SACCOs to two 
participants; principals (owners) and the agent (managers). According to Clark (2004) the 
principals delegate the stewardship of the business to the board of management. In this regard 
shareholders appoint or employ agents to act and make decisions in the best interest of the 
principals (Padilla, 2002). The SACCOs have a variety of mechanisms that may be used to 
try to align the interests of agents with the principals and to allow principals to measure and 
control the behavior of their agents and reinforce trust in agents. 
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 Agency theory is a branch of financial economics that looks at conflicts of interest people 
with different interests in the same assets mainly shareholders and managers or shareholders 
and bond holders. The theory explains the relationship between principals such as 
shareholders and agents to perform work as the company’s managers. In this relationship the 
principal delegates (or hires) an agent to perform the work. The agency theory however 
attempts to deal with two specific problems that is, how to align the goals of the principal so 
that they are not in conflict and that the principal and agency reconcile different tolerances to 
risk. Agency is explained as a nexus of contracts by principal to agents. Agency theory is 
surrounded by many conflicts. Such conflicts may relate to what proportion of the company’s 
profit should be paid to the shareholders in form of dividend and what proportion should be 
retained for future investment purposes. Other potential conflicts may involve company’s 
ethical policies, its corporate and social responsibilities policies, the conflict of Reward to 
management as a result of several attitudes of management and shareholders, conflicts in 
takeover decisions by management. Self-interested behavior suggests that in imperfect labor 
and capital markets mangers will seek to maximize their own utility at the expense of 
corporate shareholders. Managers have the ability to operate in their own-self interest rather 
than in the best interest of the firm because of asymmetric information (e.g. managers know 
better than shareholders whether they are capable of meeting shareholders objectives and 
uncertain or myriad factors that contribute to final outcome positive or negative. The 
shareholders interest may raise conflict where they would increase earnings per share (EPS) 
and current share prices, increasing investors’ ratios such as dividend per share (DPS) price 
earnings ratio (P/E). Other conflict may involve the cost of shareholders/ management 
conflict which may include agency cost expenditures to monitor managerial activities such as 
audit costs, expenditures to structure the organization behavior such as appointing outside 
members to the board of directors or restructuring the company’s business.      
    
 The agency theory problem arises where the two parties have different interests and 
asymmetric information (the agent having more information than the principal) such that the 
principal cannot directly ensure that the agent is always acting in their (principal) interest, 
particularly when activities that are useful to the principal are costly for the principal to 
observe (for example moral hazard and conflict of interest). Deviation from the principal 
interest by the agent interest is called agency costs. 
 
The principal and agency relationship maybe affected by the big shareholders to small 
shareholders especially in the process of dividend distribution, there exist not only 
10 
 information asymmetry but the different influence on dividend decision between big and 
small shareholders. The big shareholders encroach on the interests by their dividend policy. 
In solving this information symmetry problem is to ensure the provision of appropriate 
incentives so that agents act in the way principals wish. In terms of game theory it involves 
changing the rules of the games so that self interested rational choices of the agent coincide 
with what the principal desires. 
 
 There are mechanisms for dealing with the shareholders-managers agency conflicts. On one 
side is to deal with this problem, the managers should be compensated entirely on the basis of 
stock price changes where in this case agency costs will be low because the managers have 
great incentives to increase/maximize shareholders wealth. The other mechanism is to hire 
qualified talented managers where the stockholders could be monitoring every managerial 
action but this would be costly and inefficient. However the optimal solution lies between the 
two extremes, where the executive compensation is tied to performance and monitoring. The 
following mechanisms encourage managers to act in the shareholders interest: performance-
based incentives, direct intervention by shareholders, threat of firing and threat of takeovers. 
 
 Stakeholder theory 
Stakeholder theory is a theory of organizational management and business ethics that 
addresses morals and values in managing an organization. Stakeholder theory is a widely 
understood concept in business today. The theory states that the purpose of a business is to 
create value for the stakeholders as much as possible. For this theory to be achievable and 
sustainable over time, executives must keep the interests of customers, suppliers, employees, 
communities and shareholders. The theory was first proposed by R. Edward Freeman (1984).   
  
According to Freeman (1984), stakeholders are groups that have legitimate right regarding 
the organization affairs. SACCOs assume obligations with multiple stakeholders whose 
demands may not be met entirely. Stakeholder management is tailor made to curtail the 
negative effects of interests among the stakeholders which may culminate in meaningful 
Sacco performance. SACCOs that build better relationships with their primary stakeholders 
are likely to obtain greater returns and can be able to recruit qualified managers (employees) 
according to Turban (2000).  
 
Freeman (1984) states that stakeholders management theory involves the Sacco ability to 
identify who its stakeholders are and their respective ability, interests and objectives to 
11 
 influence the Sacco to understand the process used to relate these stakeholders. All Sacco 
members have pooled their resources together for their mutual benefits and all these are 
managed well by managers as Donaldson et al (1995) observed that this theory focuses on 
managerial decision making as well as the interests of the stakeholder. It is enough to say that 
stakeholder interests have intrinsic value and no sets of interest are assumed to dominate 
others in the organization Odhiambo (2012). 
 
 There has been criticism of this theory from philosophical and theoretical standpoint, and it 
have been thoroughly analyzed widely commented upon in the scientific literature 
(Donaldson and Dun fee, 1994; Weiss, 1995; Sternberg, 1996; Gibson, 2000). The political 
philosopher Charles Battberg has criticized stakeholder theory for assuming that the interests 
of the various stakeholders can be at best compromised or balanced against each other, 
arguing that this is a product of its emphasis on negotiation as the chief mode of dialogue for 
dealing with conflicts between stakeholders’ interests. Besides the discussions on the 
identification and selection of specific stakeholders, the stakeholder model has been fully 
justified and reality is far more complex than the simplified graphical presentation. Most of 
the later research and criticism of stakeholder theories seems to have ignored or at least partly 
neglected the graphical framework as discussed as follows-: 
 
Heterogeneity within stakeholders and pressure groups 
The stakeholder theory does propose a differentiation into distinct categories or segments 
within each class, inconsistencies will be observed (Freeman, 1984:56). The members within 
a category are not at all homogeneous often quite the contrary and stakeholder theory has 
largely ignored intra-stakeholders heterogeneity (Harrison and Freeman, 1999). Stakeholders 
groups and subgroups may also have multiple interests and multiple roles. For example, 
shareholders a homogeneous group may differ widely in terms of interests, investment and 
influence capacity. This may be illustrated in following figure; 
 
 
 
 
 
 
 
 
Figure 2.1 Heterogeneity within stakeholders and pressure groups 
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  Multiple or Double inclusion 
Most individuals are likely to belong to more than one stakeholder group at the same time as 
stated by Janson (2005) and they may simultaneously occupy several roles. The analysis of 
stakeholders’ positions should be organized in terms of the specific stakeholder role being 
played at any given moment in time. For example, the government is a complex stakeholder 
since it provides infrastructure, levies and taxes while simultaneously enacting laws and 
imposing regulations. This is illustrated in the diagram below 
 
 
 
 
 
 
 
Figure 2.2 Multiple or Double inclusion of stakeholders 
 
 Difference in dependence among stakeholders 
The stakeholder theory graphically represents the relationship between stakeholders and firm 
by means of a by-directional arrow. The arrows not only show a relationship, they also 
express dependence and reciprocity. All relationships are not equal the intensity of the 
interaction may differ in each direction, depending on power and sensitivity to influence 
(Philips, 2003:166). The intensity could be expressed by difference in width of the arrow as 
illustrated in the diagram. 
 
 
 
 
 
 
 
 
 
 Figure 2.3 Differences in dependence among stakeholder 
The stakeholder theory is seen to have little perfection compared to the imperfections. These 
imperfections are seen in-: 
13 
  Level of firm’s environment 
The theory is seen as inadequately addressing the environment surrounding a firm the theory 
suffers a problem of delimitation with the various levels not clearly defined (Key, 1999). 
Stakeholder around the firm those in the immediate business environment and those in the 
broader environment are somehow confused, Post et al (2002) have reacted to this criticism 
and propose a new graphical model, the new stakeholder view of the firm. 
 
The dynamic aspect of stakeholders 
Relationships between a firm and its stakeholders change over time with every stakeholder 
role being situation and issue specific and thus specific. Stakeholders’ status is thus 
temporary and subject to change Winn (2001). 
 Stakeholder reciprocity  
 Interaction between Stakeholders operates in both directions expressed in the model by 
means of a bi-directional arrow. There is dependence and reciprocity in influence since each 
can affect the other in terms of harm and benefits (Crane and Marten, 2005). Stakeholders’ 
reciprocity seems to be an important issue that has not been addressed yet in the stakeholder 
theory. Stakeholders have rights duties and obligations in the firm. 
 
The stakeholder theory is widely understood concept in business is to create value not just 
shareholders. The stakeholder theory could be achievable, sustainable over time and keep the 
interests of customers, suppliers, employees and shareholders aligned and in the same 
direction. But there have been criticisms of the theory from philosophical and theoretical 
standpoint. Besides the discussions on the identification and selection of specific 
stakeholders, the theory has been attacked for being flawed such as some of the original 
hypotheses have never been fully justified. Most of the later research and criticisms of 
stakeholder theories seem to be ignored or at least neglected. 
 
Pecking Order Theory 
Pecking order theory was first suggested by Donaldson in 1961 and it was modified by 
Stewart C. Myers and Nicolas Majluf in 1984. According to cost of financing, companies 
prioritize their sources of financing to from internal sources to equity. Pecking order theory 
of capital structure is among the most influential theories of corporate leverage. 
Pecking order theory starts with asymmetric information as managers know more about their 
company’s prospects, risks and value than outside investors. Asymmetry information is 
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 important as it affects the choice between internal and external financing, it favors the issue 
debt over equity.      
  
Firms prefer internal sources of finance over external sources due to transaction cost, agency 
cost and information asymmetry asserts Myers (1984). Firms that use internal source of 
finance experience less or no transaction cost as compared to the use of external finance as 
Donaldson (1984) explained. Pecking Order Theory (POT) explains that firms follow up the 
hierarchical ordering due to the existence of information asymmetry which arises out of the 
fact that management of SACCOs have more knowledge regarding investment opportunities 
and profitability of the business than investors of the SACCO . According to this theory, 
SACCOs are not keen on looking for external finance if they do not have enough or sufficient 
finance to give out to members. 
 
POT model predicts that optimal capital structure was not achieved by Sacco but the Sacco 
would follow a certain principle and select external financing when debt capacity is attained. 
If the Sacco does not possess adequate internal funds, POT asserts that the management will 
finance the activities of the Sacco without control restrictions. Short-term financing is 
acquired first because that does not warrant collateral, then long-term debt and lastly equity 
issuance (Karami, 2014). Since POT further implies that outside investors are conscious 
about Sacco debt and equity financing, the Sacco consider retained earnings as the better 
source of finance which is less costly than outside financing.  
 
The Pecking Order Theory may not be conclusive to the way companies could raise funds 
internally from the available assets. According to Harris and Raviv (1991) under the Pecking 
Order Theory one might expect that firms with few tangible assets would have greater 
asymmetry information problems. Firms on the other hand with few tangible assets would 
have greater asymmetry information will become more highly levered. The predictions on 
profitability are ambiguous.  The trade-off theory predicts that profitable firms should be 
more highly levered to offset corporate taxes. Also in many asymmetric information models, 
Ross (1997) asserts that profitable firms are predicted to have higher leverage. Fama and 
French (2002) noted that there is negative relationship between profits and leverage is 
consistent with pecking order theory. But Titman and Wessels (1998) found that profit and 
leverage are negatively correlated. The pecking order theory is not the only possible 
interpretation of the negative relationship, there at least two possible issues that contribute to 
this. First, current profitability can also serve as a signal of investment opportunities. If the 
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 market-to-book asset is measured with error, then it may not adequately control for the 
information content in a firm’s profitability. The second issue is that firms may face fixed 
costs of adjustments Fisher et al (1989) analyze the effect of having fixed costs associated 
with actively adjusting leverage when a firm earns profit debt gets paid off and leverage falls 
automatically. 
 
Pecking order theory, however does not explain the influence of taxes, financial distress, 
security issuance costs, agency costs or set of investment opportunities available to a firm 
upon the firm’s actual capital structure. It ignores the problems that can arise when a firm’s 
managers accumulate so much financial slack that they become immune to market discipline. 
In such a case it would be possible for a firm management to preclude ever been penalized 
via a low security price and complement to rather than a substitution for the traditional trade-
off model while the traditional trade-off theory is useful for explaining corporate debt levels, 
pecking order theory is on the other hand superior for explaining capital structure  change. 
 
2.2 EMPIRICAL LITERATURE REVIEW 
 Introduction  
An empirical literature review in research methodology is where the writer reviews the 
information and theories currently available concerning the topic and the historical 
background of the topic. Empirical review demonstrate thorough understanding of the field/ 
topic in which the writer is conducting and the problem being studied has not been done 
before or has been done in the way proposed by the researcher.  
 
2.3 Summary and Research gaps 
Asset financing and SMEs performance 
Asset financing according to the study established that the use of balance sheet assets as 
collateral for the loan had greatly affected the business performance in terms of growth, 
financial accessibility and profitability. The study established that asset financing had enabled 
their businesses to acquire the assets they required. The SMEs performance had improved  
with 50 percent of the respondents saying their businesses benefits from easy access to long 
term loans with the asset acting as collateral to the loan. The respondents indicated that the 
security/collateral required depend on the asset to be financed. Long term asset financing 
requires the respondent to contribute 10 percent of the total asset to be financed while short 
term assets require no security. It was established that asset financing duration had helped the 
SMEs improve their performance saying it takes two weeks to get the loan on application. 
Long term asset financing against the business machinery, building and equipment could help 
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 the   business expand or diversify its operations and finance accessibility as and when they 
require extra finance to fund its business operations. This could lead to more liquidity and 
more profit. 
Leasing of assets is another way of asset financing, the advice was given by Mugambi, 
manager with NIC bank in the Business Daily (Nation newspaper). Leasing of assets would 
enable the business to access and use assets to the required scale and act as business shield to 
cost of replacement due to wear and tear, change in technology and obsolesce. The capital 
that would have been expended in the purchase of assets can in turn be converted to finance 
core business operations while using assets without taking on the risk of owning it. 
 
Working capital finance and SMEs performance 
The study established the working capital financing requires the business to look for extra 
cash from external financial institutions. The study established that working capital financing 
had greatly affected the SMEs performance because the business could get access to finances 
which enhanced more business growth and healthy cash position. 85.7 percent of the 
respondents said their businesses had improved greatly with the access to finances and the 
rate of interest is low compared to other financial institutions. Accessibility to working 
capital financing has helped many businesses to perform better. According to a research done 
in Oyo State in Nigeria on 150 SMEs, (January,2017) it was established that working capital 
and cash management had positive relationship between working capital financing and their 
performance. 
 
Lon-term Investment financing and SMEs performance 
The study found out that savings affect the investment financing for the SMEs. It was 
established that saving form the criteria for investment financing in long term investment 
which beneficial to members. Majority of the respondents 85.8percent said they prefer long 
term investment financing based on individual decision, it involves the acquiring of assets at 
a price worth investing where it’s expected to give higher returns or appreciate in value in 
time. Land and property are the main long term investments preferred this advice was given 
by Warren Buffet (Forbes Magazine, 2013) that a good investment strategy is long term 
investment and choosing the right investment requires due diligence. Investment financing 
had affected the SMEs performance by improving the sound financial access from the Sacco 
because they own asset which they can offer as collateral/security to expand their business 
performance. 
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 Savings mobilization and SMEs performance 
The study established that savings mobilization affected the growth and profitability of SMEs 
with 82.8 percent of respondents experiencing growth in their business through savings. The 
study further found that individual voluntary savings is cheap and convenient as the 
respondents apply the Sacco policy of savings first policy over loan policy first of any SME 
performance. Savings mobilization strategies help to attract deposits from the public in order 
to lower the cost of funds. Sacco mainly depended on internal resource generation of finance 
to give out to the members without going to external financiers. According to Stewart C. 
Myers (1984) companies prioritize their sources of financing from internal sources to equity 
in his Pecking Order Theory. 
 
 2.3 CONCEPTUAL FRAMEWORK 
A conceptual (idea) framework explains the reason why the researcher study the impact of 
the alternative credit to SMEs performance having identified the variables included in the 
research. These variables include the working capital, asset financing, investment financing 
and savings mobilization as independent variables and the SMEs performance as the 
dependent variable.  
 
Fig.2. 4 Conceptual framework 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Independent variables                          Dependent variable 
                                        Source: author 2018 
 Working capital financing 
 Cash flow 
 Debts   
 
  
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 Asset financing 
 Current Assets 
 Long-term Assets 
Long-term Investment financing 
Savings mobilization 
 Voluntary 
 Compulsory savings  
Performance 
 Profitability 
 Finance 
accessibility 
 Growth 
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  Independent variables in conceptual framework 
 Working capital financing variable  
Working capital financing entails the firm to look for extra cash to meet its day to day cash 
requirements despite good sales and purchases on papers. The working capital issue indicates 
that a business is making plenty of money on paper but cannot manage its cash needs and the 
faster a business grows the worse it gets. This is exactly is the situation why working capital 
financing was designed to deal with business looking for extra cash through loans to meet 
orders from customers before they are paid the debts. 
 
Asset financing variable 
Asset financing refers to the use of balance sheet assets including short-term investments, 
inventory and account receivables in order to borrow money. The borrowing firm must 
provide the lender with security interest in the assets. This differs considerably from 
traditional financing, as the borrowing firm must offer some assets as security in order to 
quickly get cash loan. 
 
Asset financing is typically used by business which tends to borrow against assets they 
currently own, accounts receivable, inventory, machinery and even building and warehouses 
may be offered as collateral on loan. These loans are used for short-term funding needs, such 
as cash to pay employee wages or to purchase the raw materials needed to produce the goods 
that are to be sold. The long-term asset financing is borrowing against machinery and 
buildings to finance capital expenditure for business expansion based on the improved 
business growth. Leasing of assets is another form of financing a business without owning 
the asset while the lessor bears the cost of maintenance. 
 
Long-term Investment financing variable 
Investment financing generally results in acquiring an asset called investment. If the asset is 
available at a price worth investing, it is normally expected to either generate income or 
appreciate in value. Investors expect higher returns from riskier investment which range from 
low-risk, low-return investment to high-grade government bonds to stocks. Warren Buffet 
(Forbes Magazine, 2013) has advised that a good investment strategy is long term and 
choosing the right assets to invest in, requires due diligence. Edward O. Thorp (1970-1980) 
was a highly successful hedge fund manager gives such an advice. The Ukristo Na Ufanisi 
Sacco managers and members are keen to make investment financing a success to benefit 
their members to acquire and own assets through rightful investment portfolio and improve 
the socio/economic standard of the members and wealth creation. 
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  Saving mobilization variable. 
 SACCOs must look for funds in the open market attracting deposits from the public in order 
to lower the cost of funds since the loan demand from members is very high. Solid marketing 
strategy must be put in place since markets are changing and the competition is growing and 
becoming more efficient, so the lending products must not only be profitable and efficient but 
attractive to the customers. Saving mobilization has the benefit of attracting affordable 
interest rates, positive institutional image, high –quality client service and trustworthy 
managers and directors. Finally systematic programs and marketing would encourage a 
culture of saving mobilization in Sacco and channelize these resources towards credits in 
form of loans or savings for retirement in future. 
 
 Beneficiaries of these variables 
The beneficiaries of these variables in the study are the Sacco members accessing loans and 
savings/wealth creation as a way of improving their businesses. Low interest rates, attracts 
more customers to join the successful institutions. The reduced cumbersome loan application 
process helps the Sacco management inform of reduced costs in paper-work, reduced tax 
costs and labour costs. The government finds it easier to outreach the unbanked majority and 
help them to acquire more training and advance techniques to improve their standards. It is 
easier for the Kenya government to regulate the sector by enacting policy framework to 
protect member deposits through SASRA (a regulatory agent for SACCOs). The small and 
medium enterprises will benefit from cheaper loans which are accessible through the 
established FOSA banking facilities. They may benefit more on training offered on 
management skills innovations on how to improve their performance. 
 
 Dependent variables of conceptual framework 
Sacco performance 
Sacco performance is highly dependent on finance from internal source or external sources. 
Saccos access to finance improves their profitability performance is essential to  generating 
economic growth and sustainable financial institution to attract more people joining the Sacco 
hence this would mean more capital base for lending to its members. SMEs experience 
working capital problems and therefore access to finance externally will determine its 
performance. Sacco members need to plan for their future expansion and prosperity through 
short/ long term investment provided by the Sacco and more so the savings mobilization 
which act as collateral for loans, a good motivation SMES members to work hard.  Saving 
mobilization program should be put in place to attract more people joining the Sacco and 
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 bring more funds. This would be achieved through advertising, pamphlets, magazines, 
newspapers or asking old members to bring friends for a reward.  
 
   Table 2.4Table of operationalization of variables      
Type of Variable  
Independent.  
Indicators. Measurement.  
Working capital 
 Cash flow 
 Debts 
 
 Cash payments problems 
 Stock outs 
 Delayed customer orders 
 Improved cash flow 
 Cash in hand/bank 
 Less overdraft 
 Improved stock levels 
 No delayed orders 
Asset financing 
 Current asset 
 
 Long-term assets 
 Low inventory levels 
 Uncollected debts 
 Lack of short-term investments 
 Low purchasing power 
 Old machines 
 Old buildings 
 Improved stock levels  
 Improved debt collection 
 New plant and machinery 
 
 New buildings 
Investment financing 
 Short-term 
investment 
 Long-term 
investment  
 Asset growth 
 Improved living standard 
 Dividend payments 
 Improved leasing terms 
 Property ownership 
 Wealth creation 
 Access to high risk 
investment  
 Higher profits 
 Property ownership 
Savings mobilization 
 Voluntary  
 Compulsory 
 Fixed savings 
 Wealth creation 
 Capital issue 
 Improved banking services  
 Better management                                            
 Strong capital base 
 Profitability 
 Dividend payment 
 Retained earnings 
Sacco performance 
Dependent variable 
 Profitability 
 Financial access 
 Growth 
 Savings/wealth creation 
 Reduced cost 
 Improved businesses 
 Improved living standards 
 Trained members 
 Profitability 
 Access to credit facility 
 Retained earnings 
 Well informed members 
 Improved businesses 
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 2.5 CHAPTER SUMMARY 
Cooperative movements goes back as far as human beings have been organized for mutual 
benefit to help one another social challenges facing them. Tribes were organized as 
cooperative structures, allocating jobs and resources among each other and only trading with 
external communities. The pre- industrial Europe is the home of first cooperatives .The 
workers formed cooperatives to assist the members with savings and loans, own stores where 
they were able to buy food and other goods to sell to their members at cheap prices which 
they could not afford in the open market. 
 
Cooperative Societies emerged as an option explored by majority of societies low income 
group where people feel helpless, powerless or disenfranchised to change their living 
conditions and to strengthen their socio-economic status. The UN-Habitat (2002) identified 
cooperatives as an important way of achieving improved standards and economic 
associations which provide the opportunity for poor and middle level to raise their incomes. 
Lack of access to opportunities and economic inequality has led to the formation of 
cooperatives and associations to assist their self-employment. Credit unions play an important 
role in the formation of small and micro businesses with start-up capital. The cooperative 
sector worldwide has dominated the backbone of all socio- economic growth and seen as a 
bed of innovations and job creation. 
 
Many Governments have formed regulatory framework authorities to regulate and supervise 
cooperative development. The Kenya government has enacted Cap 490b and established 
SASRA in the Ministry of Cooperatives Development and Marketing in recognition to the 
contribution of cooperatives in the national GDP and job creation and as an avenue to poverty 
alleviation, self-employment. These cooperative societies have contributed to the national 
development through savings mobilization and have been alternative credit facilities to the 
members at low interest rates. Small businesses have benefitted from these cooperative 
societies in terms of development, job creation. The Sacco regulations are meant to improve 
the competitiveness of societies by setting financial and operating standards commensurate to 
the deposit taking business. The effect of SASRA regulations on financial performance of 
SACCOS have an impact on SMEs improved steady growth due to increased membership 
savings which result in security for more borrowing.  
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 CHAPTER THREE 
  
3.0 RESEARCH METHODOLOGY AND DESIGN 
3.1 INTRODUCTION 
This chapter will discuss the research design, target population, sample of the study sample 
size, sampling techniques that will be used to select respondents and data collection 
techniques that were used to collect relevant information, data analysis and reporting. This 
section of the study presents the overall research design and techniques to data analysis as 
defined by Mugenda & Mugenda (2003). 
 
3.2  RESEARCH DESIGN 
The design of the study constitutes the blueprint for the collection measurement and analysis 
of data (Mugenda & Mugenda, 2003). On the other hand, Kothari (2007) defines research as 
arrangement of conditions for collections and analysis of data in a manner that aims to 
combine relevance to the research purpose with economy in procedure. According to Cooper 
and Schindler (2003) a descriptive study is concerned with finding out the what, where and 
how of a phenomenon. This study therefore was to generalize the findings of the determinant 
of adoption of modern technology. The main focus of this study was quantitative however 
some qualitative approach was used in order to gain a better understanding and possibly 
enable a better and more insightful interpretation of the results from the quantitative study.      
 
3.3  TARGET POPULATION 
According to Ngechu (2004) a population is a set of people, services, elements   events or 
households that are being investigated. According to Mutai (2000) 
Research journal, target population is a group of individuals, objects that is the main focus of 
a scientific query. It’s for the benefit of the population that researches are done. However, 
due to the large sizes of population researchers often cannot test every individual in the 
population because it's too expensive and time consuming. This is the reason why researchers 
rely on sampling techniques. The population gives the sample and conclusions are made from 
the results obtained from the sample. 
 
According to Sekaran U (2007) a researcher can take samples of 10% of a bigger population 
and at least 20% of a smaller population and that a sample of above 30 to 500 is a good 
representation of the population. This is the rule of the thumb. The 20% sample is considered 
enough representation because the target population is 200 individuals of Ukristo an Ufanisi 
Sacco ltd comprising of directors, staff and members. The distribution of the target 
population was as shown in table below    
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 Table 3.1     target population 
Category               Director             Staff           Members       Totals 
 
Head office              5                        18                   70               93 
Riruta                       3                          4                   40               48 
Kangemi                  2                        10                   25               38 
Dagoretti corner       2                          6                   15                21 
                            ____                     ____             _____          _____ 
 Totals                    12                        38                 150                200 
                            ____                     ____             _____            _____      
 
Source: Ukristo Na Ufanisi Sacco ltd 2018 
 
 The research design ensures that the study was relevant to the problem. The questionnaires 
were structured and unstructured and designed in such a way that they cover all aspects of 
alternative credit finance to SMEs. The questionnaire requires the respondent to answer 
simple questions and explain the reasons for their answers. The data collected will be 
quantitative and statistical techniques were used to summarize the information.   
The researcher mainly employs qualitative and quantitative approaches. 
 
3.4 SAMPLE DESIGN  
According to Kombo & Tromp (2006) sampling design refers to how cases are selected for 
observations. Sampling is that part of statistical practices concerned with selection of a subset 
of individual observations within a population of individuals intended to yield some 
knowledge. A random sample may be made more efficient (a smaller sample for a given level 
of precision) by stratifying or dividing up the universe into groups that have similar variance 
with regard to the key variables.  
 
Strata are defined in terms of the size of enterprises and the kinds of activities in which they 
are engaged. The use of stratified random sampling is the ideal sampling method most types 
of survey, including business tendency surveys. According to Cochra (2004), sampling 
techniques almost all business tendency surveys use a fixed panel of reporting units i .e the 
same sample set of units is surveyed each month or quarter. Using fixed panel sample each 
round of the survey reduces the sample variable so that changes over time are measured more 
accurately. 
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 The research targeted 200 individuals from Ukristo Na Ufanisi Sacco ltd comprising of board 
of directors, staff and members from where a sample size of 40 individuals selected on a 
basis of 20% rule of the target population is shown here below.  
 
Table 3.2     population sample  
Category of respondent             Director         Staff             Members     Totals 
                                                     
Head office                                     1                    3                   14                18 
Riruta                                             1                    1                      8                10 
Kangemi                                         -                    2                      5                 8 
Dagoretti corner                              1                                            3                 4 
                                                      ___                                                                                                                        
Totals                                         _   3                 7                       30                 40 
                                                   
 Source: Ukristo Na Ufanisi Sacco ltd 
 
A researcher can take sample of 10% of a bigger population and at least 20% for a small 
population and that a sample of 30 to 500 is good representation of the population according 
to Sekaran U. (2007). In this case stratified sampling was used where the population 
consisting of three categories of respondent was used. 
 
3.5 DATA COLLECTION INSTRUMENT AND PROCEDURES 
The main tool for data collection will be self administered questionnaires which would assist 
in collecting primary data. Gall and Borg (1996) points out that, questionnaires are 
appropriate for studies since the collect information that is not directly observable as they 
inquire about feelings, motivations, attitudes, accomplishments as well as experiences of 
individuals. They have also observed that questionnaires have added advantage of being less 
costly and using less time as instruments of data collections. The questionnaire which will be 
semi-structured will be administered through drop and pick-later method to the sampled 
population. 
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 3.6 DATA ANALYSIS 
Data analysis refers to examining what has been collected in a survey or experiment and 
making decisions and inferences Kombo (2006). The questionnaire was checked for 
completion asserts Mugenda & Mugenda (2003) that the data obtained from the field in raw 
form is difficult to interpret unless it is cleaned, coded and analyzed. Quantitative analysis 
will consist of examining, categorizing, tabulating and recombining evidences to address the 
research questions. Quantitative analysis was analyzed through the use of statistical 
techniques such as frequencies, percentages, arithmetic mean, modes, pie-charts and 
tabulation to show differences in frequencies.  
Qualitative data was grouped into meaningful patterns and themes that are observed to help in 
the organizing and summarizing of the data. 
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                                             CHAPTER FOUR 
DATA ANALYSIS AND PRESENTATION OF THE RESULTS 
4.0  Introduction 
This chapter presents the analysis, presentation of the data collected from the administered 
questionnaires. The general objective was to identify factors affecting the alternative sources 
of credit and performance of cooperative societies in Kenya, a case study of Ukristo Na 
Ufanisi Wa Anglicana Sacco Ltd in Dagoretti. The analysis was based on the valid 70 out 80 
questionnaires administered which represent 87 percent. The details both the qualitative and 
quantitative data each structured according to the specific objectives of the study. 
 
4.1 PRESENTATION OF FINDINGS. 
Table 4.1 Gender Distribution 
 Frequency  Percent  Valid  Cumulative  
Male  20 28.5 28.5 28.5 
Female  50 71.5 71.5 100 
Total  70 100 100  
 
Source: Author 2018 
The table 4.1 above shows a higher female representation of 71.5 percent against of male 28 
percent. It could mean majority of Sacco members and SMES are run by women. 
 
4.2 AGE LIMIT 
  
 
 
 
 
 
 
 
   
 
 
Figure 4.1 Age limit of respondents in Sacco   
Source: Author 2018. 
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The figure 4.1 above indicates the age of majority range 47-55 years of respondents in 
the Sacco who are serious in business. The age limit level was considered necessary 
as it would have an impact on how questions were answered, understood and 
interpreted. It was observed from the results above that majority of the respondents 
have attained above 36 years and are serious in business and have joined the Sacco for 
their financial needs. 
  
4.3 LEVEL OF EDUCATION 
Table 4.2 Level of Education  
 
Education Level  Frequency  Percent  Valid  Cumulative Percent.  
Certificate  5 7.2 7.1 7.1 
Diploma  30 42.8 42.8 49.9 
Degree  25 35.7 35.7 85.69 
Masters  10 14.3 14.3 100 
 70 100 100  
  
Source: Author 2018 
 
The table 4.2 above indicates the highest level of education of respondents. The level of 
education was considered necessary as it would have an impact on how questions were 
understood and interpreted. It is observed from the results that majority of the respondents 
have at least college diploma represented by 42.8 percent. Those with degree level of 
education range were 35.7 percent. Only 14.3 percent had university master degree and a 
minimal of 7.1 percent with certificate level of education.  
 
4.4 ALTERNATIVE CREDIT FINANCING  
   
  
 
 
 
 
 
 
 
Figure 4.2 Alternative credit financing   
Source: Author 2018 
28 
 Valid Percent
Great extent
86%
Moderate
14%
Little extent
0%
Great extent
Moderate
Little extent
The figure 4.2 above indicates that majority of the respondents are happy about the 
alternative credit financing due to the accessibility and the flexibility of the Sacco in 
providing alternative credit. It was observed that 72 percent indicate the great extent of the 
SME performance due to the alternative credit financing. 21percent indicate the moderate 
extent effect of alternative credit financing to SME’s performance and 7 percent indicate 
minimal effect on SMEs performance. It can therefore be said that alternative credit financing 
has helped many business to perform better. 
 
4.5 WORKING CAPITAL FINANCE  
 
  
 
  
 
 
 
 
 
 
 
 
Figure 4.3 working capital financing     
Source: Author 2018 
The figure4.3 above indicate that majority of the respondents agreed that working capital 
financing has helped their business to perform better. This view was shared by 86 percent of 
them agree that the working capital finance has great extent to their business performance 
while 14 percent has agreed their business has moderate performance. Accessibility to 
working capital financing has helped many businesses to perform better through alternative 
credit financing from Ukristo Na Ufanisi Sacco. According to a research done in Oyo State in 
Nigeria on 150 SMEs ,it was established that working capital financing and cash management 
had positive relationship between working capital financing and SMEs performance,(January 
2017) 
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4.6 ASSET FINANCING  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4.6 Asset Financing    
Source: Author 2018   
The figure 4.6 indicates that majority of the respondents proves that asset financing had made 
their businesses to have good performance after assessing asset financing. It was observed 
that 50 percent have good business performance after accessing the asset financing, while 
38.7 percent indicated their business have moderately improved in their performance. 
Mugambi, manager with NIC bank in the BusinessDaily, gave advice to SMEs to look for 
alternative options to asset financing. Leasing would enable them to access and use assets to 
the required scale and act as shield business to cost of replacement, due to obsolesce, change 
in technology or wear and tear. The capital that would have been expended in the purchase of 
assets can in turn be converted into working capital to finance core business operation while 
using assets without taking on the risk of owning it. 
 
4.7 LONG-TERM INVESTMENT FINANCING  
Table 4.3 Long-term Investment financing  
Contribution   Frequency  Percent  Valid Percent  Cumulative Percent.  
Compulsory  5 7.1 7.1 7.1 
Voluntary  60 85.8 85.8 92.9 
Profit Retention  5 7.1 7.1 100 
 70 100 100  
Source: Author 2018 
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The table 4.3 above indicate that investment financing is mainly done through voluntary 
contribution after meeting the minimum contributions a member is eligible to voluntary 
contribute for long term investment to the extent one can pay the loan. Profit retention 
financing is another contribution to the investment to dividend payment. Majority opt for 
voluntary contribution to long term investments represent by 86 percent, compulsory and 
profit retention as another way of investment financing to members. They opt for long term 
investments which they repay at their own pace which the business could afford. According 
to advice given by Edward O. Thorp (1970-1980) that long term investment strategy is the 
best and requires the right assets to invest in. the Sacco members would make the right 
decision on the asset investment portfolio with the advice from the management and wealth 
creation. 
  
4.8 SAVING MOBILIZATION 
 
 
  
 
 
 
 
 
 
 
 
 
Figure 4.8 Savings mobilization       
Source: Author 2018. 
The figure 4.8 above indicated that savings mobilization by the respondents was voluntary 
meaning that respondents saving according to their ability. This study indiacted82.8 percent 
prefer voluntary savings, 14.2 percent contribute the minimum contract saving and 3 percent 
contribute the compulsory savings. The study indicated that majority of the respondents 82.8 
percent were of the opinion that the larger the savings the more credit to finance the business 
and improve performance.  Saving contributions with the deposits of members is regulated 
and supervised by SASRA, to safeguard their interest in the Sacco. Access to finance is made 
easier through the operations of front office services agency (FOSA) this has made the 
members to trust their Sacco operations and the management.  
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 4.9  SUMMARY OF DATA ANALYSIS 
The study focused on SMEs where a sample was taken of 80 questionnaires and 
administered. 70 questionnaires were received back and analyzed which formed 88 percent of 
the sample. From the field findings it was evident that there were more female respondents 
than male respondents. This was indicated by the 71.5 percent and this could mean majority 
of the Sacco members and SMEs are run by women. The study considered the age limit of the 
respondents was necessary to show the impact on age of respondents engage the Sacco 
services. It was observed from the results that majority of the respondents have attained 
above 36 years and are serious in business and have joined the Sacco for their financial 
needs. 
 
The level of education was considered necessary as it would have an impact on how 
questionnaires were understood and interpreted. It was observed from the result that majority 
of the respondents have attained at least college diploma represented by 42.8 percent. Those 
with degree level of education range from 35.7 percent and only 14.3 percent had master 
degree while a minimal of 7.1 percent with certificate holders. The low of certificate holders 
showed how they perceive the Sacco credit finance as risky and they fear to take loans for of 
defaulting to repay the loan. 
 
Majority of the respondents indicated that the alternative source of credit had great impact on 
their business performance and less stress when applying the loan.  They expressed their 
satisfaction with the credit financing due to the accessibility and flexibility of the Sacco in 
providing alternative credit. It is less cumbersome and involves less paper work and less 
collateral required. According to the study findings alternative sources of credit finance is 
accessible to SMEs because the Sacco had embraced fully the Kenya Government policy of 
empowering the SMEs to achieve the Vision 2030 of industrialization. The Sacco had made it 
possible to access their products by opening doors to many members and encourage credit 
financing by demanding less collateral and paper work. Low interest rates on loans attract 
more members to join the Sacco. The credibility of the alternative financing had been 
enforced by the Kenya Government through the establishment and enactment of the 
regulatory and supervisory authority of Saccos SASRA.  
 
Asset financing according to the study has led businesses to use balance sheet assets as 
collateral for the loan. These balance sheet assets are good securities interest in the assets 
currently owned by the business and a good source of funds to improve on the growth 
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 profitability and finance for the business. Long term asset financing against the business 
machinery, building and equipment could help the business expansion based on the improved 
extra finance. 
 
Working capital financing makes sure that a business has extra cash to meet its day to day 
cash requirements despite good sales and purchases on paper. Working capital finance 
improves cash in hand/bank and improves their debts management this opinion was shared by 
85.7 percent of the respondents who said their businesses greatly improved their 
performance. The interest rates charged on the loans on working capital has encouraged 
businesses to look for extra cash. 
 
According to the study investment financing is done through voluntary contribution which 
qualifies a member to get short-term or long-term investment.  According to advice given by 
Edward O. Thorp (1970-1980) that long term investment strategy is the best and requires the 
right assets to invest in. The Sacco management help it members to make the right investment 
portfolio which provide good returns. Short- term investments are cheap and provide easy 
access in case of liquidation. 
 
Savings mobilization according to the study is made voluntary because there is no limit to the 
share contribution. Majority of the respondents prefer voluntary savings as this helps to 
acquire more borrowing power this was expressed by 82.8 percent voluntary savings 
contributions. The SASRA supervision and regulations has enabled Saccos to protect 
member’s savings to be safeguarded to attract more deposits from the public as a way to 
lower the cost of funds since the loan demand from members is very high. The more savings 
the loans are available to the SMEs and this was possible through the Sacco culture of 
savings mobilization systematic programs and marketing strategies. 
 
The study focused on the performance of SMEs through the access of alternative credit 
facilities which improves the business growth, profitability and finance. SMEs performance 
in terms of growth, profitability and finance depend on external sources of funds and Sacco 
members with SMEs should plan for their future expansion and prosperity through short/long 
term investment, more so the saving mobilization which act as collateral for loans is a good 
motivation  to SME members to work hard. Investment financing would ensure retirement 
security benefit, a good standard of living, property ownership and strong capital base. 
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   4.10 SUMMARY AND RESEARCH GAPS IN THE STUDY 
Table 4.4 summary and research gaps 
Summary 
Alternative credit financing  
 Easy accessibility to finance 
 Government policy to support SMEs 
 Access to finance institution 
Research gaps in the study     
 Limitations to get funds 
 Registration/ legislation of business and 
government taxation policy                                                                
Asset financing 
 Long term financing access 
 Cheap interest rates 
 Asset ownership 
 Collateral demands 
 Marketing pricing challenge 
 Non disclosure of asset valuation 
 Limitations to capital and legislative 
policies by government. 
Working capital financing 
 Access to funding of day to day expenses 
 Improved debts/credit limits management 
 Extra cash to business 
 Extra capital from lease financing 
 
 Assets valuation e.g stock 
 Increases in bad/doubtful debts 
investigation 
 Cash management related problems 
Investment financing 
 Long term investments in 
 Land, property & equipment 
 Ownership of assets with titled deed 
 More access to finance/ capital for 
expansion   
 
 Market price not reflective of the true 
value of asset 
 Non disclosure of the real investment 
values 
 Interest rates may change on mortgage. 
Saving mobilization 
 Access to saving facilities 
 Voluntary contributions encouraged 
 Savings first policy enhanced 
 Savings to meet loan requirements 
 Erratic saving methods by members 
 Interest rate on savings to compensate 
members. 
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                                                       CHAPTER FIVE 
SUMMARY, CONCLUSION AND RECOMMENDATIONS 
5.0  Introduction 
This chapter focuses on the presenting the summary, conclusion and recommendation of the 
study based on the findings that are presented in chapter four. 
 
5.1  Summary of Findings 
This study established that accessibility of credit finance to SMEs affects their performance 
in form of business growth, profitability and in financing. According to the findings the 
alternative credit finance has opened the tradition of commercial bank denying the SMEs 
credit and hence their poor performance. The improved cash flow through low interest and 
friendly repayment period. 
 
The study established that working capital finance affected the SMEs performance with all 
the business owners who had working capital funding improved their business performance 
in terms of growth and profitability. They experience extra cash and liquidity in meeting their 
daily cash requirements. They are able to pay their suppliers in time and meet customer 
demands. It was established that the interest charged on working capital loan has enabled the 
business performance because it’s much lower than that charged by the commercial banks at 
14 percent. The legal requirements for an SME to qualify for a loan are not cumbersome 
because they require business licence and business registration certificate for registered 
enterprises and those not registered they require an individual to be in a group registered with 
the Sacco where members co-guarantee each other. 
 
The study established that asset financing affected the SMEs performance with 50 percent of 
the respondents saying that the financing had enabled their business to acquire the assets 
required. 32.7 percent said their business had moderate performance while 17.3 percent said 
had little effect. The asset financing duration had helped the SMEs to improve their 
performance saying it takes two weeks to be given the loan and the security/collateral 
required depend on the asset to be financed. Short-term assets require no security while the 
long-term assets require the respondent to contribute 10 percent contribution of the asset to be 
financed. 
 
The study found out that savings affect the investment finance for the SMEs. It was 
established that savings formed the criteria for investment financing through voluntary 
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 savings. The study found out that investment financing is cheap and easy to access the 
funding. Profit retention is another way contributing to the in investment financing. 
 
The study found out that saving mobilization affected the growth and profitability of SMEs 
with 82.8 percent experiencing growth in their business through savings. The study showed 
that respondents prefer voluntarily contributing to the Sacco which is cheap and at their 
individual convenient as they apply the Sacco policy of savings  first policy over loan first 
policy of any SME performance. It was established that more savings implies more loans to 
the members and sound capital to the Sacco. 
 
5.2  CONLUSION 
The study found that a respondent’s level of education and age are important aspects to 
consider in the field because the quality and response of the questionnaires matters. The 
questionnaires that were not returned due to some respondent could not take the exercise 
seriously or could not answer the questions. Further young entrepreneurs did not view the 
study seriously and did not return the questionnaires. Questions involved in savings or money 
was viewed with suspicion and it took the respondents a lot of effort to answer. 
 
 Answers to the research questions  
The study therefore concludes that access to alternative credit is very important in 
performance of SMEs. The government policy to support the enactment of co-operative 
societies through the Ministry of Co-operative Development and Marketing has made the 
access to alternative sources of credit to SMEs easy and affordable. 
 
 How does alternative credit financing of working capital affect SMEs performance?   
The study established that SMEs require working capital finance to finance their day to day 
operations and to meet their demand and supply financial needs and wages payments. There 
is need for businesses to look for extra cash from external sources. 
 
To what extent does alternative credit financing of assets affect SMEs performance? 
The study established that asset financing affect business performance because the enterprise 
could acquire the assets through the asset being offered as security for the loan. SMEs access 
to asset finance could expand their business more quickly with the available resource and the 
business would expand without interruption and slowed down operations. 
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  What is the impact of alternative credit financing of investment on SMEs performance?  
The study found that provision of investment finance affect growth of SMEs and 
performance as they are regulated by SASRA regulatory and supervisory guidelines and 
policy. Saccos are required to give a report of their operations to the authority periodically to 
safeguard the members’ deposits and investment. The investment financing is dependent on 
individual savings and the expected return in the short term and long term investment. 
 
What is the effect of savings mobilization on SMEs performance? 
The study established that the Sacco saving mobilization policy and strategy had encouraged 
the SMEs to contribute voluntarily as per individual capability. The saving mobilization had 
affected the performance of the members businesses through the access to affordable credit 
from the Sacco. The more the savings an individual had saved determines the loan given to 
the SME. 
 
  5.3  Recommendations 
The researcher recommends the following to Ukristo Na Ufanisi Sacco Ltd. 
The Sacco should make effort to increase access to alternative credit to SMEs- the alternative 
credit would ensure more training to existing members and the public through organized 
forums and workshops and attract more members. Improved funding to SMEs would help 
them graduate from small and medium to become big enterprises and qualify corporate 
benefits. 
 
The researcher also recommends that the Sacco should increase the number of its members 
by employing field agents to market and sensitize the business owners and the benefits of 
financial skills and also gather data on SMEs to reduce adverse selection of briefcase 
enterprises. 
 
The researcher would also recommend to the Ukristo Na Ufanisi Sacco ltd to increase 
number of savings accounts held by the SMEs as savings was very important to growth and 
prosperity. 
 
5.4  Suggestions for further studies 
The research recommends further research to establish why SMES prefer not taking big loans 
for their business growth. The researcher suggests further study to establish if there is a 
correlation between entrepreneurial education level of qualification and business 
performance.          
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 APPENDIX :  INTRODUCTION LETTER 
 
RAHAB WANJIRU WAIHENYA 
P.O. 50957-00200 
NAIROBI 
 
Dear Sir/Madam 
      I am a student at Management University of Africa (MUA) pursuing a Bachelor’s degree 
in Management and Leadership focusing on commerce.  
 As a requirement in this degree I am required to conduct a research. In this regard I am 
conducting a study on impact of alternative sources of credit finance and performance of 
cooperative societies: a case study of Ukristo Na Ufanisi WA Anglicana Sacco Ltd in 
Dagoretti.                                                
    You have been selected as you are well positioned to provide reliable information that will 
enable the study achieve its objectives .Kindly fill up this information and return. Any 
information you shall give shall be treated with utmost confidentiality and will be used purely 
for this academic research. A final copy of the research shall be availed to you upon request. 
     Your cooperation and honesty is therefore highly appreciated in advance. 
           Thank you 
 
 
 Yours faithfully, 
 
Rahab Wanjiru Waihenya 
072283986       
 
 
 
 
 
 
 
          
  
    
 QUESTIONNAIRES 
Please answer the questions by use of a tick in the brackets provided and explain where 
applicable. Findings of this research are solely meant for academic purpose and will be 
treated with utmost confidentiality. 
 
SECTION A:  General Information 
(Tick where appropriate) 
1 What is your gender? 
      Male     (    ) 
     Female   (    ) 
2 What is your age? 
       20 – 35 years    (   ) 
      36- 46 years       (   ) 
       47-   55 years    (   ) 
      Over 55 years    (   ) 
3 What is your highest academic qualification? 
        Certificate    (   ) 
         Diploma      (   ) 
        Degree         (   ) 
        Masters        (   ) 
        Others        _______________________________________ 
 
SECTION B    (Alternative Credit Financing) 
1) To what extent does alternative credit financing affect SMEs performance? 
Great extent          (   )        select one 
 Moderate              (   ) 
 Little extent          (   ) 
 Negligible             (   ) 
2) To what extent has the government assisted the Saccos in providing alternative credit to 
the SMEs? 
           Great                   (    )         select one 
            Moderate            (    ) 
            Little extent        (   ) 
3) To what extent have the alternative credit financing access possible? 
 Accessible      (   )   
      In-accessible   (   ) 
4) Does the alternative credit financing encourage SMEs to take advantage of their 
accessibility? 
             Yes             (   )    
              No              (   )  
 
5) How does alternative credit financing impact SMEs performance? 
 ________________________________________________________ 
 ________________________________________________________ 
 ________________________________________________________ 
 
6) What criteria qualify an SME to alternative credit financing? 
 ___________________________________________________________ 
 ______________________________________________________________ 
 ______________________________________________________________ 
 
  SECTIION C (Asset financing)   
7) What qualifies SMEs for asset financing from the SACCO? 
 Share capital                  (   )              tick one 
            Asset to be financed       (   ) 
8) How reliable is the asset financing from the SACCO? 
 Reliable                          (   )              tick one 
            Unreliable                       (   )                
9) Have the repayment duration affected the SME performance? 
 Yes                                   (   )             tick one    
              No                                   (   )               
10) How do the SMEs perform after the asset financing? 
 Good performance            (   )            tick one 
 Moderate performance      (   ) 
 Little performance            (   ) 
 
11) How long does it take to be financed when asset financing loan is applied? 
             One week                         (   )  
             Two weeks                      (   )    
              One month                      (   )    
               Two months                    (   ) 
 
12) What are the security /collateral requirement for asset financing? 
Explain 
 
 
 
SECTION D 
 (Financing Working capital) 
13) How does the internal financing of the working capital  affect the SMEs performance in 
the short term? 
 Great extent                (   )                          tick one 
 Moderate extent          (   )  
 Little extent                 (   )     
14) Has there been change after accessing large loans with longer terms at lower interest rate? 
 Yes                            (   )                          tick one 
             No                            (   )                           
15) How has the interest charged on the working capital finance affect the SMEs 
performance? 
            Good effect              (   )                            tick one 
            Moderate effect       (   )    
             Little   effect           (   ) 
16) Have the loan repayment on funding the working capital improved the SMEs 
performance? 
              Yes                      (   )                      tick one 
               No                       (   )                      
17) Are there legal / licence requirement to be met before the credit financing? 
  Yes           (   )                     tick one 
                        No            (   )                   
18) If the answer above is yes, give reason why? 
___________________________________________________________________________
___________________________________________________________________________ 
 
 
 
 SECTION E   (Long-term Investment finance)        
19) How does SME qualify for ling-term investment financing through alternative credit 
financing? 
 Share capital                           (   )       tick one 
             Savings                                  (   )         
20) How does the long-term investment financing criteria done?  Through 
 Compulsory contribution        (   )                  tick one 
            Voluntary contribution            (   )  
 Profit retention                        (   ) 
   21) What are the security requirements for investment financing? 
Share capital                         (   )                  tick one 
Saving contribution                (   ) 
22) How does the investment financing through the SACCO compared to Bank loan or 
individual investment? 
 Expensive                               (   )                   tick one 
            Cheap                                      (   )  
23) Are these investments viable of any returns in the short/ long term? 
 Yes                                         (  )                     tick one 
 No                                         (  ) 
24) What is the advantage of investment financing through the alternative credit funding? 
Give reasons 
___________________________________________________________________________
___________________________________________________________________________
_________________________________________________________________________ 
SECTION F (Savings mobilization) 
25)  Who is eligible to save in the SACCO? 
 Individual                                   (  )                             tick one   
            Groups                                       (  )        
            SME                                           (  ) 
26) How is the saving mobilization done? 
 Compulsory savings                   (  )                              tick one      
 Voluntary savings                       (  ) 
 Contract savings                       (  ) 
27) How does the saving mobilization affect the success of SMEs performance? 
 Large extent                              (  )                          tick one 
 Small extent                              (  ) 
  Not at all                                   (  ) 
28) What is the advantage of savings first policy over loan first policy of any SME? 
        ________________________________________________________________ 
29) Have the savings collected enough to meet the loans demand by the SMEs? 
 Adequate                                   (  )                          tick one 
            Inadequate                                 (  )   
 
30) How does saving mobilization affect the success of the SACCO to attract new SMEs 
savers? 
Explain ____________________________________________________________________ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
